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independent Auditor's Report

To the Board of Education
Manchester Community Schools

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of Manchester Community Schools as
of and for the year ended June 30, 2006, which collectively comprise the School District's basic
financial statements as listed in the table of contents. These financial statements are the
responsibility of Manchester Community Schools' management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
basic financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the basic financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall basic financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, each major fund, and
the aggregate remaining fund information of Manchester Community Schools as of June 30, 2006
and the respective changes in financial position for the year then ended, in conformity with
accounting principles generally accepted in the United States of America.

The management's discussion and analysis and the budgetary comparison, as identified in the
table of contents, are not a required part of the basic financial statements but are supplemental
information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
~ management, regarding the methods of measurement and presentation of the required
supplemental information. However, we did not audit the information and express no opinion
on it.

! A member of
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To the Board of Education
Manchester Community Schools

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Manchester Community Schools' basic financial statements. The
accompanying other supplemental information, as identified in the table of contents, is presented
for the purpose of additional analysis and is not a required part of the basic financial statements.
The other supplemental information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued a report dated
September 29, 2006 on our consideration of the School District's internal control over financial
reporting and our tests of compliance with certain provisions of laws, regulations, contracts,
grant agreements, and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide opinions on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Hot i Msran, prot

September 29, 2006
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"Management's Discussion and Analysis

This section of Manchester Community Schools’ annual financial report presents our discussion
and analysis of the School District's financial performance during the year ended June 30, 2006.
Please read it in conjunction with the School District's basic financial statements, which
immediately follow this section.

Using this Annual Report

This annual report consists of a series of financial statements and notes to those statements.
These statements are organized so the reader can understand Manchester Community Schools
financially as a whole. The district-wide financial statements provide information about the .
activities of the whole School District, presenting both an aggregate view of the School District's
finances and a longer-term view of those finances. The fund financial statements provide the
next level of detail. For governmental activities, these statements tell how services were
financed in the short term as well as what remains for future spending. The fund financial
statements look at the School District's operations in more detail than the district-wide financial
statements by providing information about the School District's. most significant funds - the
General Fund, 200! Debt Service Fund, and 2001 Capital Projects Fund - with all other funds
presented in one column as nonmajor funds. The remaining statements, the statement of
fiduciary net assets and statement of changes in fiduciary net assets, present financial information
about activities for which the School District acts solely as an agent for the benefit of students
and parents.

Management's Discussion and Analysis (MD&A)
(Required Supplemental information)

Basic Financial Statements

District-wide Financial Statements Fund Financial Statements
Notes to the Basic Financial Statements

(Required Supplemental information)
Budgetary Information for Major Funds

Other Supplemental Information

Reporting the School District as a Whole - District-wide Financial Statements

One of the most important questions asked about the School District is, "As a whole, what is the
School District's financial condition as a result of the year's activities? The statement of net
assets and the statement of activities, which appear first in the School District's financial
statements, report information on the School District as a whole and its activities in a way that
helps you answer this question. We prepare these statements to include all assets and liabilities,
using the accrual basis of accounting, which is similar to the accounting used by most
private-sector companies. All of the current year's revenues and expenses are taken into account
regardless of when cash is received or paid.
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Mangeent's Dlscussmn and Analys:s (Ccntmued)

Reporting the School District as a Whole - District-wide Financial Statements (Continued)

These two statements report the School District's net assets - the difference between assets and
liabilities, as reported in the statement of net assets - as one way to measure the School
District's financial health or financial position. Over time, increases or decreases in the School
District's net assets - as reported in the statement of activities - are indicators of whether its
financial health is improving or deteriorating. The relationship between revenues and expenses is
the School District’s operating results. However, the School District's goal is to provide services
to our students, not to generate profits as commercial entities do. One must consider many
other nonfinancial factors, such as the quality of the education provided and the safety of the
schools, to assess the overall health of the School District.

The statement of net assets and the statement of activities report the governmental activities for
the School! District, which encompass all of the School District's services, including instruction,
support services, community services, athletics, capital projects, debt service, and food services.
Property taxes, unrestricted state aid (foundation allowance revenue), and state and federal
grants finance most of these activities.

Reporting the School District's Most Significant Funds - Fund Financial Statements

The School District's fund financial statements provide detailed information about the most
significant funds - not the School District as a whole. Some funds are required to be established
by state law and by bond covenants. However, the School District establishes many other funds
to help it control and manage money for particular purposes (the Food Services and Athletics
Funds are examples) or to show that it is meeting legal responsibilities for using certain taxes,
grants, and other money (such as bond-funded construction funds used for voter-approved
capital projects). The governmental funds of the School District use the following accounting
approach:

Governmental Funds - All of the School District's services are reported in governmental
funds. Governmental fund reporting focuses on showing how money flows into and out
of funds and the balances left at year end that are available for spending. They are
reported using an accounting method called modified accrual accounting, which
measures cash and all other financial assets that can readily be converted to cash. The
governmental fund statements provide a detailed short-term view of the operations of
the School District and the services it provides. Governmental fund information helps
you determine whether there are more or fewer financial resources that can be spent
in the near future to finance the School District's programs. We describe the
relationship (or differences) between governmental activities (reported in the
statement of net assets and the statement of activities} and governmental funds in a
reconciliation.
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The School District as Trustee - Reporting the School District's Fiduciary
Responsibilities

The School District is the trustee, or fiduciary, for its student activity funds. All of the School
District's fiduciary activities are reported in a separate statement of fiduciary net assets. We
exclude these activities from the School District's other financial statements because the School
Diistrict cannot use these assets to finance its operations. The School District is responsible for
ensuring that the assets reported in these funds are used for their intended purposes.

The School District as a Whole

Recall that the statement of net assets provides the perspective of the School District as a whole.
Table | provides a summary of the School District's net assets as of june 30, 2006 and 2005:

Governmental Activities

June 30
2006 2005
(in millions)
Assets
Current and other assets $ 60 $ 6.4
Capital assets 38.3 8.4
Total assets 443 44.8
Liabilities
Current liabilities 4.1 4.0
Long-term liabilities 40.3 39.6
Total liabilities 44.4 43.6
Net Assets (Deficit)
Invested in property and equipment - Net of related debt (2.0) (0.4)
Restricted 0.5 0.2
Unrestricted |.4 P4
Total net assets (deficit) $ (0.1) $ 1.2
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The School District as a Whole (Continued)

The above analysis focuses on the net assets (see Table ). The change in net assets (see
Table 2) of the School District's governmental activities is discussed below. The School District's
net assets were ($0.1) million at June 30, 2006. Capital assets, net of related debt totaling $(2.0)
million, compares the original cost less depreciation of the School District’s capital assets to long-
term debt used to finance the acquisition of those assets. Most of the debt will be repaid from
voter-approved property taxes collected as the debt service comes due. Restricted net assats
are reported separately to show legal constraints from debt covenants and enabling legislation
that limit the School District's ability to use those net assets for day-to-day operations. The
remaining amount of net assets, $1.4 million, was unrestricted.

The $1.4 million in unrestricted net assets of governmental activities represents the accumulated
results of all past years' operations. The unrestricted net assets balance enables the School
District to meet working capital and cash flow requirements as well as to provide for future
uncertainties. The operating results of the General Fund will have a significant impact on the
change in unrestricted net assets from year to year.

The results of this year's operations for the School District as a whole are reported in the
statement of activities (see Table 2), which shows the changes in net assets for fiscal years 2006
and 2005.
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Management's Discussion and Analysis (Continued)

The School District as a Whole (Continued)

TABLE 2
Governmental Activities
june 30
2006 2005
{in millions)
Revenue
Program revenue:
Charges for services $ 06 $ 0.4
Operating grants .1 i
General revenue:
Property taxes 34 33
State foundation aliowance 8.2 8.0
Other 1.0 1.2
Total revenue i4.3 i4.0
Functions/Program Expenses
Instruction 6.4 5.2
Support services 5.5 4.8
Food services 0.5 0.4
Athletics 0.4 0.4
Community services 0.4 0.3
Interest on long-term debt 2.4 1.9
Total functions/program expenses 15.6 13.0
increase (Decrease) in Net Assets $ (1.3) % 1.0

As reported in the statement of activities, the cost of all of our governmental activities this year
was $15.6 million. Certain activities were partially funded from those who benefited from the
programs ($.6 million) or by other governments and organizations that subsidized certain
programs with grants and contributions ($1.1 million). We paid for the remaining "public benefit"
portion of our governmental activities with $3.4 million in taxes, $8.2 million in state foundation
allowance, and with our other revenues, i.e., interest and general entitlements.

The School District experienced a decrease in net assets of $1.3 million. There has been 2
continuing concerted effort by the administration to minimize expenses during the current fiscal
year due to the uncertainty of State of Michigan funding for the 2005-2006 school year, and due
to the unknown level of funding of the State's foundation allowance in the 2006-2007 school
year.
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Management's Discussion Analysis (Continued)

The School District as a Whole (Continued)

As discussed above, the net cost shows the financial burden that was placed on the State and the
School District's taxpayers by each of these functions. Since property taxes for operations and
unrestricted state aid constitute the vast majority of School District operating revenue sources,
the Board of Education and administration must annually evaluate the needs of the School
District and balance those needs with state-prescribed available unrestricted resources.

The School District's Funds

As we noted earlier, the Schoo! District uses funds to help it control and manage money for
particutar purposes. Looking at funds helps the reader consider whether the School District is
being accountable for the resources taxpayers and others provide to it and may provide more
insight into the School District's overall financial health.

As the School District completed this year, the governmental funds reported a combined fund
balance of $3.3 million, which is a decrease of $.4 million from last year. The primary reasons for
the decrease are as follows:

In the General Fund, our principal operating fund, the fund balance decreased $0.2 miliion to
$1.7 million. The change is mainly due to:

e Purchase of two new buses to replace the two oldest buses in the fleet
s Rising fuel and utility costs

The fund balance in the General Fund is available for expenses related to allowable school
operating purposes.

The Special Revenue Funds showed a net decrease of approximately $26,000. A combination of
rising salaries and timing differences of expenses contributed of the decrease in the Athletic
Fund. The Food Service Fund showed a slight improvement over last year although it still
showed a small loss.

Combined, the Debt Service Funds showed a fund balance increase of approximately $435,000
from the prior year. Millage rates continue to be levied at seven mills and are allocated annually
to all the bond issues to ensure that the School District accumulates sufficient resources to pay
annual bond issue-related debt service. Durant debt obligations are funded by annual state
appropriation, and no fund balance exists at year end. Debt Service Funds fund balances are
reserved since they can only be used to pay debt service obligations. Two debt refundings
occurred during the year, resulting in a savings in interest expense immediately and reducing the
amount of future borrowings from the School Loan Revolving Fund.
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The combined Capital Projects Funds fund balance decreased as the School District continued to
use its residual funds from the 2001 bond issue. The funds were used for equipping the
elementary school with air conditioning and for constructing a new transportation facility. The
fund balance at June 30, 2006 is $.7 million, and these funds are expected to be fully depleted by
June 30, 2007.

General Fund Budgetary Highlights

Over the course of the year, the School District revises its budget as it attempts to deal with
unexpected changes in revenues and expenditures. State law requires that the budget be
amended to ensure that expenditures do not exceed appropriations. The final amendment to
the budget was actually adopted just before year end. A schedule showing the School District's
original and final budget amounts compared with amounts actually paid and received is provided
in the required supplemental information of these basic financial statements.

Capital Assets and Debt Administration

Capital Assets

As of june 30, 2006, the School District had $44.9 million invested in a broad range of capital
assets, including land, buildings, vehicles, furniture, and equipment. This amount represents an
increase (including additions and disposals) of approximately $.8 million, or 1.8 percent, from last
year.

2006 2005
Land and improvements $ 2,322,756 $ 2,322,756
Buildings and building improvements 37,561,683 36,888,303
Buses and other vehicles [,198,382 §,213,732
Furniture and equipment 3,906,336 3,751,842
Total capital assets $ 44,989,157 $ 44,176,633

This year's additions of approximately $1.0 million included cafeteria equipment, technology,
building renovations, new school construction, buses, and grounds and maintenance equipment.

For the 2006-2007 fiscal year, we plan to use our remaining bond funds on various items related
to our recently completed capital projects. We anticipate capital additions will be significantly
less than the 2005-2006 fiscal year. We present more detailed information about our capital
assets in the notes to the financial statements.
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| Manageme' Dlscussmn andAna!ysns (Centmued)

Debt

At the end of this year, the School District had $40.6 million in bonds outstanding and $40.0
million in the previous year. Those bonds consisted of the following:

2006 2005
Bonds $ 35904536 $ 36,455,975
School bond loan 4,723,331 3,585,211
Total $ 40,627,867 $ 40,041,186

The School District's general obligation bond rating is AA. The State limits the amount of general
obligation debt that schools can issue to |5 percent of the assessed value of all taxable property
within the School District's boundaries. If the School District issues "qualified debt," i.e., debt
backed by the State of Michigan, such obligations are not subject to this debt limit. The School
District's outstanding unqualified general obligation debt of $40.6 million is significantly below
this $61.5 million statutorily imposed limit.

Other obligations include accrued vacation and sick leave, We present more detailed information
about our long-term liabilities in the notes to the financial statements.

Economic Factors and Next Year's Budgets and Rates

Our elected officials and administration consider many factors when setting the School District's
2006-2007 fiscal year budget. One of the most important factors affecting the budget is our
student count. The state foundation revenue is determined by multiplying the blended student
count by the foundation allowance per pupil. The blended count for the 2006-2007 fiscal year is
25 percent and 75 percent of the February 2006 and September 2006 student counts,
respectively. The 2006-2007 budget was adopted in June 2006, based on an estimate of students
who will be enrolled in September 2006. Approximately 60 percent of total General Fund
revenue is from the foundation allowance. Under state law, the School District cannot assess
additional property tax revenue for general operations. As a result, School District funding is
heavify dependent on the State's ability to fund local school operations. Based on early
enroliment data at the start of the 2006-2007 school year, we anticipate that the fall student
count will be down slightly from the estimates used in creating the 2006-2007 budget. Once the
final student count and related per pupil funding is validated, state law requires the School
District to amend the budget if actual School District resources are not sufficient to fund original
appropriations.

Since the School District's revenue is heavily dependent on state funding and the health of the
State's School Aid Fund, the actual revenue received depends on the State's ability to collect
revenues to fund its appropriation to school districts.
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Other major economic factors of concern to the School District are the rising cost of health
insurance premiums, the uncertainty of the per pupil foundation allowance due to the State’s
budget crisis, and the effect on school funding from the passage or failure of Proposal 5.
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" Statement of Net Assets
June 30, 2006

Governmental
Activities
Assets
Cash and investments (Note 3) $ 3,044,022
Accounts receivable (Note 4) 2,043,823
Prepaid items and inventories 24,473
Restricted assets (Note 9) 875,021
Capital assets - Net (Note 6) 38,286,574
Total assets 44,273,913
Liabilities
Accounts payable 319,293
Accrued payroll and other liabilities 1,033,375
State aid anticipation note (Note 12} £,337,000
Long-term liabilities (Note 8}:
Due within one year 1,371,980
Due in more than one year 40,265,600
Total liabilities 44,327,248
Net Assets (Deficit)
Investment in capital assets - Net of related debt (1,959,014)
Restricted - Debt service 509,346
Unrestricted 1,396,333
Total net assets (deficit) $ (53,335)

The Notes to Financial Statements are |2
an Integral Part of this Statement.
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Statement of Activities
Year Ended June 30, 2006

Governmental
Program Revenues Activities
Net (Expense)
Operating Revenue and
Charges for Grants/ Changes in
Expenses Services Contributions Net Assets
Functions/Programs
Primary government - Governmental
activities:
Instruction $ 6,417,384 § - % 1,008,754 $  (5.408,630)
Support services 5,513,321 - - (5,513,321)
Food services 478,328 252,700 96,495 (129,133)
Athietics 426,787 130,658 - (296,129
Community services 386,159 208,576 . (§77,583)
Interest on long-term debt 2,375,270 - - (2,375,270)

Total governmental activities $ 15597249 $ 591,934 $ 1,105,249 {13,900,066)

General revenuss:

Taxes:

Property taxes, levied for general purposes 1,250,609
Property taxes, levied for debt services 2,191,794
State aid not restricted to specific purposes 8,154,277
interest and investment earnings 135,713
Other 900,753
Total general revenues 12,633,146
Change in Net Assets {1,266,920}
Net Assets - Beginning of year 1,213,585
MNet Assets (Deficit) - End of year $ (53,335)

The Notes to Financial Statements are 13

an Integral Part of this Statement.
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“Governmental Funds
Balance Sheet

june 30, 2006
Other
Nonmajor Total

2001 Debt 2001 Capital  Governmental ~ Governmental

General Fund Service Projects Funds Funds
Assets
Cash and investments (Note 3) 3 1,982,577 § 458344 % 875,021 & 603,101 § 3,919,043
Accounts receivable (Note 4} 2,009,185 2,586 - 32,052 2,043,823
Due from other funds (Note 7) 199 220 198 3,874 41,288 244 580
Prepaid items and inventaries 16,349 - - 8,124 24,473
Total assets $ 4,207,231 $ 461,i28 % 878,895 $ 684565 § 6,231,919
Liabilities and Fund Balances
Liabilities
Accounts payable % 152427 % - $ 166872 & - % 319,293
Accrued payroll and other liabilities B72,569 - - 494 B73,063
State aid anticipation note (Note [2) 1,337,660 - - - - 1,337,000
Due to other funds (Note 7) 45,162 - - 199,418 244,580
Deferred revenue {Note 5) 126,626 - " - 126,626
Total habilities 2,533,778 - 166,872 199,912 2,900,562
Fund Balances
Reserved:
Encumbrances 188 490 - 90,070 - 278,560
Prepaid items and inventories 16,349 - - 8,124 24 473
Reserved for capital projects - - 621,953 218,290 840,243
Reserved for debt service - 461,128 - 145,383 606,511
Undesignated, reported in:
General Fund 1,468,714 - - - 1,468,714
Special Revenue Funds - - . 112,856 112,856
Total fund balances £,673,553 461,128 712,023 484,653 3,331,357
Total liabilities and fund balances $ 4,207,331 § 461,128 $ 878,895 $ 684,565 $ 6,231,919
The Notes to Financial Statements are 4

an Integral Part of this Statement.
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Governmental Funds
Reconciliation of the Balance Sheet of Governmental Funels
to the Statement of Net Assets

june 30, 2006

Fund Balance - Total Governmenta!l Funds $ 3,331,357

Amounts reported for governmental activities in the
staterment of net assets are different because:

Capital assets used in governmental activities are
not financial resources and are not reported in the
governmental funds:

Cost of capital assets S 44,989,157
Accumulated depreciation (6,702,583) 38,286,574

Other long-term assets not available to pay current

period expenditures are therefore deferred in the

governmental funds 126,626
Long-term liabilities are not due and payable in the
current period and are not reported in the
governmental funds:
Bonds and notes payable (41,015,589)
Compensated absences (621,991)

Accrued interest payable is not included as a

liability in governmental funds {160,312}

Net Assets - Governmental Activities $ (53,335)

The Notes to Financial Statements are I5
an Integral Part of this Statement.



Manchester Community Schools

Governmental Funds
Statement of Revenue, Expenditures, and
Changes in Fund Balances
Year Ended June 30, 2006

Other
Nenmajor Total
2001 Debt 200! Capital Governmental Governmental

General Fund Service Projects Funds Funds
Revenue
Local sources $ 2435991 % 1,588,553 § 36,114 § 1017654 $ 5078312
State sources 8,812,298 - - 23,740 8,836,038
Federal sources 289012 - - 96,495 385,507
Total revenue 11,537,301 {,588,553 36,114 {,137,889 14,299 857
Expenditures
Current:
Instruction 5804513 - - - 5,804,513
Support services 5,008,382 - - - 5,008,382
Community services 329 507 - - . 329,507
Food services - - “ 365,024 365,024
Athletics - - - 377,644 377,644
Debt service:
Principal - 995,000 - 316,439 1,311,439
Interest - 1,310,856 - 262,433 1,573,289
Other - 274 - 159,097 159,371
Capital outlay {75,188 - 654,891 14,639 B44,718
Intergovernmental transfers 147,655 - - - 147,655
Total expenditures 11,465,245 2,306,130 654,891 1,495276 15,921,542
Excess (Deficiency) of Revenue
Over Expenditures 72,056 717,577y (618,777} (357,387) {[,621,685)
Other Financing Sources (Uses)
Proceeds of long-term debt - 1,288,088 - 15,501,187 16,789,275
Payment to refunded bond
escrow agent - - - (15,546,306) (15,546,306)
Transfers in - - - 477,959 477,959
Transfers out {230,977) (237,000} - (9,982) {477,959
Total other financing
sources {uses) {230,977) 1,051,088 - 422 858 1,242,969
Net Change in Fund Balance {158,921) 333,5¢1 (618,777) 65,471 (378,716)
Fund Balances - Beginning of year {832,474 127,607 1,330,800 419,182 3,710,073
Fund Balances - End of year $ 1,673,553 § 461,128 § 712,023 $ 484,653 $ 3,331,357
The Notes to Financial Statements are 16

an Integral Part of this Statement.
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™ Governmental Funds

Reconciliation of the Statement of Revenue, Expenditures,
and Changes in Fund Balances of Governmental Funds
to the Statement of Activities

Net Change in Fund Balances - Total Governmentai Funds

Amounts reported for governmental activities in the statement of
activities are different because:

Governmental funds report capital outlay as expenditures;
in the statement of activities, these costs are allocated
over their estimated useful lives as depreciation:

Depreciation expense
Capitalized capital outlay

Revenue is reported in the statement of activities at the
time it is earned, without regard to timeliness of
collection '

Bond issuance is not reported as financing sources on the
statement of activities

Accrued interest is recorded in the statement of activities
when incurred; it is not reported in governmental funds
until paid

Repayment of bond and note principal is an expenditure in
the governmental funds, but not in the statement of
activities (where it reduces long-term debt)

Compensated absences are recorded when earned in the

statement of activities. In the current year, more was
earned than was paid out

Change in Net Assets of Governmental Activities

The Notes to Financial Statements are |7
an integral Part of this Statement.

Year Ended june 30, 2006

$ (378,716)

$ (1,133,037)
974,590 (158,447)

37,981

(16,456,261)

36,311

15,686,439

(34,227)
$  (1,266,920)
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Assats - Cash and investments
Liabilities
Due to student groups

Due to community service groups

Total liabilities

Net Assets - Reserved for scholarships

The Notes to Financial Statements are
an Integral Part of this Statement.

" Fiduciary Fund

Statement of Fiduciary Net Assets
June 306, 2006

Private- Student
purpose Activities
Trust Agency Fund
$ 56,587 $ 152,051
$ - $ 131,192
- 20,859
- $ 152,051
$ 56,587
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Fucia
Statement of Changes in Fiduciary Net Assets
Year Ended june 306, 2006

Private-
purpose
Trust

Additions - interest % 1,683

Net Assets - Beginning of year 54 904

Net Assets - End of year $ 56,587

The Notes to Financial Statements are i9
an Integral Part of this Statement.
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june 30, 2006

Note 1 - Summary of Significant Accounting Policies

The accounting policies of Manchester Community Schools conform to accounting
principies generally accepted in the United States of America (GAAP) as applicable to
governmental units. The following is a summary of the significant accounting policies
used by the School District:

Reporting Entity

The School District is governed by an elected seven-member Board of Education. The
accompanying financial statements have been prepared in accordance with criteria
established by the Governmental Accounting Standards Board for determining the
various governmental organizations to be included in the reporting entity. These criteria
include significant operational financial refationships that determine which of the
governmental organizations are a part of the Schoo! District's reporting entity, and
which organizations are legally separate, component units of the School District. Based
on the application of the criteria, the School District does not contain any component
units.

District-wide and Fund Financial Statements

The district-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the nonfiduciary activities of the
primary government. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities, which normally are supported
by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support. All of the
School District's district-wide activities are considered governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function. Program revenue includes (1)
charges to customers or applicants who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function and (2) grants and contributions that
are restricted to meeting the operational or capital requirements of a particular function.
Taxes, intergovernmental payments, and other items not properly included among
program revenues are reported instead as general revenue.

Separate financial statements are provided for governmental funds. Major individual
governmental funds are reported as separate columns in the fund financial statements.
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Note | - Summary of Significant Accounting Policies (Continued)

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

District-wide Financial Statements - The district-wide financial statements are
reported using the economic resources measurement focus and the accrual basis of
accounting. Revenue is recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenue in the year for which they are levied. Grants, categorical aid, and
similar items are recognized as revenue as soon as all eligibility requirements imposed by
the provider have been met.

As a general rule, the effect of interfund activity has been eliminated from the district-
wide financial statements.

Amounts reported as program revenue include (1) charges to customers or applicants
for goods, services, or privileges provided; (2) operating grants and contributions; and
(3) capital grants and contributions. Internally dedicated resources are reported as
general revenue rather than as program revenue. Likewise, general revenue includes afl
taxes and unrestricted state aid.

Fund Financial Statements - Governmental fund financial statements are reported
using the current financial resources measurement focus and the modified accrual basis
of accounting. Revenue is recognized as soon as it is both measurable and availabie.
Revenue is considered to be available if it is collected within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the School
District considers revenues to be available if they are collected within 60 days of the end
of the current fiscal period. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service expenditures, as well as
expenditures related to compensated absences, are recorded only when payment is
due.

Property taxes, unrestricted state aid, intergovernmental grants, and interest associated
with the current fiscal period are all considered to be susceptible to accrual and so have
been recognized as revenue of the current fiscal period. All other revenue items are
considered to be available only when cash is received by the School District.
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Hote 1 - Summary of Significant Accounting Pelicies (Continued)
The School District reports the following major governmental funds:

General Fund - The General Fund is the School District's primary operating fund. It
accounts for all financial resources of the School District, except those required to be
accounted for in another fund.

2001 Debt Service Fund - The 2001 Debt Service Fund is used to record tax and
interest revenue and the payment of interest, principal, and other expenditures on the
2001 debt issue.

2001 Capital Project Fund - The 200! Capital Project Fund is used to record bond
proceeds or other revenue and the disbursement of invoices specifically designated for
acquiring equipment, and for remodeling. The fund operates until the purpose for which
it was created is accomplished.

Additionally, the School District reports the following fund types:

Special Revenue Funds - Special Revenue Funds are used to account for the proceeds
of specific revenue sources that are restricted to expenditure for specified purposes.
The School District's Special Revenue Funds include the Food Services and Athletics
Funds. Any operating deficit generated by these activities is the responsibility of the
General Fund.

Debt Service Funds - Debt Service Funds are used to record tax and interest revenue
and the payment of interest, principal, and other expenditures on long-term debt.

Capital Projects Funds - The Capital Projects Funds are used to record bond
proceeds or other revenue and the disbursement of monies specifically designated for
acquiring new school sites, buildings, equipment, and for major remodeling. The fund
operates until the purpose for which it was created is accomplished.

Activities Agency Fund - The School District presently maintains an Agency Fund to
record the transactions of student groups for school and school-related purposes. The
funds are segregated and held in trust for the students.

Private-purpose Trust Funds - The School District presently maintains Private-
purpose Trust Funds to account for funds entrusted to the School District for
scholarship awards,

Assets, Liabilities, and Net Assets or Equity

Cash and Investments - Cash and investments include cash on hand, demand deposits,
and short-term investments with a maturity of three months or less when acquired.
investments are stated at fair vaiue,
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Note | - Summary of Significant Accounting Policies (Continued)

Receivables and Payables - In general, outstanding balances between funds are
reported as "due toffrom other funds.”

All trade and property tax and other trade receivables are shown net of an allowance for
uncollectible amounts. The School District considers all receivables to be fully
collectible; accordingly, no allowance for uncollectible amounts is recorded. Property
taxes are assessed as of December 31 and the related property taxes become a lien on
December | of the following year. These taxes are due on February {4 with the final
collection date of February 28. Taxes are considered delinquent on March | the
following year. At this time, penalties and interest are assessed and the total obligation is
added to the county tax rolls.

inventories and Prepaid Items - Inventories are valued at cost, on a first-in, first-out
basis. Inventories of governmental funds are recorded as expenditures when consumed
rather than when purchased. Certain payments to vendors refiect costs applicable to
future fiscal years and are recorded as prepaid items in both district-wide and fund
financial statements.

Restricted Assets - The unspent bond proceeds and related interest of the Capital
Projects Funds require amounts to be set aside for construction. Unspent tax collections
in the Debt Service Funds require amounts to be set aside for future principal and
interest payments. These amounts have been classified as restricted assets.

Capital Assets - Capital assets, which include land, buildings, equipment, and vehicles,
are reported in the applicable governmental column in the district-wide financial
statements. Capital assets are defined by the School District as assets with an initial
individual cost of more than $5,000 and an estimated useful life in excess of five years.
Such assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the
date of donation. Costs of normal repair and maintenance that do not add to the value
or materially extend asset life are not capitalized. The School District does not have
infrastructure-type assets.

Buildings, equipment, and vehicles are depreciated using the straight-line method over
the following useful lives:

Buildings and building additions 20-50 years
Buses and other vehicles : 5-10 years
Furniture and other equipment : 5-20 years

23



Manchester Community Schools

Notes to Financial Statements
Jjune 30, 2006

Note | - Summary of Significant Accounting Policies (Continued)

Compensated Absences (Vacation and Sick Leave) - The liability for compensated
absences reported in the district-wide statements consists of earned but unused
accumulated vacation and sick leave benefits, A liability for these amounts is reported in
governmental funds as it comes due for payment. The liability has been calculated using
the vesting method, in which leave amounts for both employees who are currently
eligible to receive termination payments and other employees who are expected to
become eligible in the future to receive such payments upon termination are included.

Long-term Obiligations - In the district-wide financial statements, long-term debt and
other long-term obligations are reported as liabilities in the statement of net assets.
Bond premiums and discounts, as well as issuance costs, are deferred and amortized
over the life of the bonds using the effective interest method. Bonds payable are
reported net of the applicable bond premium or discount. Bond issuance costs are
reported as deferred charges and are amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period.

The face amount of debt issued is reported as other financing sources, Premiums
received on debt issuances are reported as other financing sources while discounts are
reported as other financing uses. lssuance costs are reported as debt service
expenditures.

Fund Equity - In the fund financial statements, governmental funds report reservations
of fund balance for amounts that are not available for appropriation or are legally
restricted by outside parties for use for a specific purpose. Designations of fund balance
represent tentative management plans that are subject to change.

Comparative Data - Comparative data is not included in the School District's financial
statements,

Note 2 - Stewardship, Compliance, and Accountability

Budgetary Information - Annual budgets are adopted on a basis consistent with
accounting principles generally accepted in the United States of America and state law
for the General and all Special Revenue Funds. All annual appropriations lapse at fiscal
year end.
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Note 2 - Stewardship, Compliance, and Accountability (Continued)

The budget document presents information by fund and function. The legal level of
budgetary control adopted by the governing body (i.e., the level at which expenditures
may not legally exceed appropriations) is the function level. State law requires the
School District to have its budget in place by July |. Expenditures in excess of amounts
budgeted are a violation of Michigan law. State law permits districts to amend their
budgets during the year. There were no significant amendments during the year.

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g.
purchase orders, contracts) outstanding at year end are reported as reservations of fund
balance and do not constitute expenditures or liabilities because the goods or services
have not been received as of year end; the commitments will be reappropriated and
honored during the subsequent year.

Excess of Expenditures Over Appropriations in Budgeted Funds - During the
year, the School District incurred expenditures in the General fund, which were in
excess of the amounts budgeted, as follows:

Budget Actual
General Fund:
Adult and continuing education $ - % 80,706
Capital outlay 6,200 {75,188

Capital Projects Fund Compliance - The Capital Projects Fund includes capital
project activities funded with bonds issued after May 1, 1994. For these capital projects,
the School District has complied with the applicable provisions of §135a of the State of
Michigan's School Code.

Mote 3 - Peposits and Investments

State statutes and the School District's investment policy authorize the Schoo! District to
make deposits in the accounts of federally insured banks, credit unions, and savings and
loan associations that have offices in Michigan; the School District is allowed to invest in
U.S. Treasury or agency obligations, U.S. government repurchase agreements, bankers'
acceptances, commercial paper rated prime at the time of purchase that matures not
more than 270 days after the date of purchase, mutual funds, and investment pools that
are composed of authorized investment vehicles. The School District's deposits are in
accordance with statutory authority.

The School District has designated four banks for the deposit of its funds.
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Note 3 - Deposits and Investments (Continued)

The investment policy adopted by the board has authorized investments as listed in the
state statutory authority as listed above.

The School District’s cash and investments are subject to several types of risk, which are
examined in more detail below:

Custodial Credit Rislk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank failure, the School District’s
deposits may not be returned to it. The Schoo! District requires that financial
institutions be evaluated and only those with an acceptable risk level are used for the
School District’s deposits for custodial credit risk. At year end, the School District's
deposit balance of $2,370,283 had $2,066,766 of bank deposits that were uninsured and
uncollaterized. The School District believes that due to the doliar amounts of cash
deposits and the limits of FDIC insurance, it is impractical to insure all deposits. As a
result, the School District evaluates each financial institution with which it deposits funds
and assesses the level of risk of each institution; only those institutions with an
acceptable estimated risk level are used as depositories.

Investments

The bank investment pool in the amount of $1,389,161 is held by the trust department
of the bank and regulated by the Michigan Banking Act. The fair value of the position in
the bank investment pool is the same as the value of the pool shares. The bank
investment pool is not rated. : o

Investments under the interlocal agreement (MILAF). in the amount of $1,717,084 are
regulated by the Urban Cooperation Act. The fair value of the position in the interlocal
agreement pools is the same as the value of the pool shares. The interlocal agreement
(MILAF) is rated at AAAm according to Standard and Poor’s.
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MNote 4 - Receivables

Receivables as of year end for the School District's individual major funds and the
nonmajor funds, in the aggregate, are as foflows:

Nonmajor
General 2001 Debt  and Other
Fund Service Fund Funds Total
Receivables:

Taxes 3 12,248 § 2,586 $ 2,227 ¢ 17,061
Accounts 169,083 - 29,825 228,908
intergovernmental |,797 854 - - 1,797 854
Net receivables $ 2,009,185 § 2,586 $ 32,052 § 2,043,823

pNote 5 - Deferred Revenue

Governmental funds report deferred revenue in connection with receivables for
revenue that is not considered to be available to liquidate liabilities of the current period.
Governmental funds also defer revenue recognition in connection with resources that
have been received but not yet earned. At the end of the current fiscal year, deferred

revenue consists of receivables that are not available to liquidate liabilities of the current
period.
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Note 6 - Capital Assets

Capital asset activity of the School District's governmental activities was as follows:

Balance Disposals and Balance
July 1, 2005 Additions  Reclassifications  June 30, 2006
Capital assets not being depreciated -
Land $ 2,322,756 § - % - % 232275
Capital assets being depreciated:
Building and building improvements 36,888,303 673,380 - 37,561,683
Buses and other vehicles 1,213,732 146,716 {162,066) 1,198,382
Furniture and equipment 3,751,842 154,494 - 3,906,336
Subtotal 41,853,877 974,590 (162,066) 42,666,401
Accumulated depreciation:
Building and building improvements 3,991,201 650,154 - 4,641,355
Buses and other vehicles 786,441 74,313 (162,066} 698,688
Furniture and equipment 953,970 408,570 - 1,362,540
Subtotal 5,731,612 1,133,037 (162,066) 6,702,583
Net capital assets being depreciated 36,122,265 (158,447) - 35,963,818
Net governmental capital assets $ 38445021 § (158447) § - % 38286574

Depreciation expense was charged to activities of the School District (primary
. government) as follows:

Governmental activities:

Instruction $ 679,822
Support services 226,607
Community services 56,652
Food services 113,304
Athletics 56,652

Total governmenital activities $ 1,133,037
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Note 6 - Capital Assets (Continued)

Construction Commitments - The School District has an active construction project
at year end related to the 2001 bond issue. At year end, the School District's
commitments with contractors are as follows:

Spent Remaining
to Date Commitment
200! bond issue $ 176,559 $ 494 378

Note 7 - Interfund Receivables, Payables, and Transfers

The composition of interfund balances is as follows:

Due from Fund Due to Fund Amount

Food Service General Fund $ 199,220
General Fund Athletic Fund 16,661
2000 Debt Service Fund 2001 Debt Service Fund 198
General Fund 2001 Capital Projects Fund 3,874
General Fund 2000 Capital Projects Fund 995
General Fund Durant Fund 23,632

Total $ 244 580

interfund Transfers

Transfers in (Out)

Nonmajor
200! Debt Governmental
General Fund Service Fund Funds
General Fund $ - % - $ 477959
Other nonmajor governmental funds (230,977} (237,000) (9,982)
Total $ (230,977) $  (237,000) $ 467,977

interfund balances represent routine and temporary cash flow assistance between funds.
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Note 8 - Long-term Debt

The School District issues bonds and notes to provide for the acquisition and
construction of major capital facilities and the acquisition of certain equipment. General
obligation bonds are direct obligations and pledge the full faith and credit of the School
District. Notes and installment purchase agreements are also general obligations of the
School District. Other long-term obligations include compensated absences.

Long-term obligation activity can be summarized as follows:

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Governmental Activities
Bonds $ 34455975 $ 15135000 $ 15686439 $ 35904536 § 1,371,980
School bond loan 3,585,211 §,138,120 - 4,723,331 -
Total bonds payable 40,041,186 16,273,120 I5,686,439 40,627 847 £,371,980
School bond loan interest 204,581 183,141 - 387,722
Compensated absences 587,764 34,227 - 621,991
Total governmental :
activities $ 40833531 § 15490488 $ 15686439 $ 41,637,580 § 1371980

Annual debt service requirements to maturity for the above bond obligations are as
follows:

Governmental Activities

Principal interest Total

2007 $ 1,371,980 $ 1,608413 $ 2,980,393
2008 : 1,485,233 1,575,696 3,060,929
2009 1,503,152 1,499,961 3,003,113
2010 1,553,777 1,439,581 2,993,358
2011 1,609,434 1,378,347 2,987,781
2012-2016 6,800,960 5,848,431 12,649,391
2017-2021 6,605,000 4,355,075 10,960,075
2022-2026 7,425,000 2,498,500 9,923,500
2027-2031 7,550,000 [,136,250 8,686,250

Total $ 35904536 $ 21,340,254 $ 57,244,790
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Note 8 - Long-term Debt {(Continued)
Governmentai Activities

General obligation bonds consist of the following:

$2,900,000 general obligation bonds due in annual instaliments of
$275,000 through May 2009; interest at 4.60% to 4.75% $ 825,000

$37,865,000 general obligation bonds due in annual instaliments of
$270,000 to $1,560,000 through May 2031; interest at 3.50% to
5.50% 19,835,000

$236,316 Durant School Improvement Bond, due in annual
instaliments of $11,980 to $55,233 through May 2013, interest at
4.76% 39,536

$7,590,000 general obligation bonds due in annual instaliments of
$30,000 to $1,260,000 through May 2018, interest at 3.0% to
5.0% 7,560,000

$7,545,000 general obligation bonds due in annual instaliments of
$45 000 to $1,500,000 starting May 2020 through May 2026,
interest at 4.0% to 4.125%. 7,545,000

Total bonded debt $ 35904536

Durant Non-Plaintiff Bond - Included in governmental activities general obligation
bonds is the Durant Non-Plaintiff Bond. Annual total payments (principal and interest) of
$150,975 associated with this bond are funded by the State of Michigan via specifically
appropriated state aid and will not require any School District debt levy or utilization of
any other School District financial resources.
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Note 8 = Long-term Debt (Continued)

School Bond Loan - The school bond loan payable represents notes payable to the
State of Michigan for loans made to the School District, as authorized by the 1963 State
of Michigan Constitution, for the purpose of paying principal and interest on general
obligation bonds of the School District issued for capital expenditures. Interest rates are
to be annually determined by the State Administrative Board. Interest rates ranged from
an annual 3.125 percent to 4.5 percent from July |, 2005 to June 30, 2006. Repayment is
required when the millage rate necessary to cover the annual bonded debt service falls
below seven mills. The School District is required to levy seven mills and repay to the
State any excess of the amount Jevied over the bonded debt service requirements. Due
to the variability of the factors that affect the timing of repayment, including the future
amount of state-equalized value of property in the School District, no provision for
repayment has been included in the above amortization schedule,

Current Refunding - During the year, the School District issued $7,590,000 in general
obligation bonds with interest rates ranging from 3.0 percent to 5.0 percent. The
proceeds of these bonds were used to advance refund $7,250,000 of outstanding 2001
Building and Site bonds with an average rate of 5.39 percent. The net proceeds of
$7,998,888 (after payment of $81,392 in underwriting fees, insurance, and other
issuance costs) plus a net premium of $408,888, and an additional $92,000 of debt
service monies were used to purchase U.S. government securities and were deposited
in an irrevocable trust with an escrow agent to provide for all future debt service
payments on the original bonds. As a result, the bonds are considered to be defeased
“and the liability for the bonds has been removed from the School District’s long-term
obligations. The advance refund reduced total debt service payments by $372,686,
which represents an economic gain of $304,854.

in addition, during the year, the School District issued $7,545,000 in general obligation
bonds with interest rates ranging from 4.0 percent to 4.125 percent. The proceeds of
these bonds were also used to advance refund $7,!125,000 of outstanding 2001 Building
and Site bonds with an average rate of 5.0 percent. The net proceeds of $7,469,126
(after payment of $77,316 in underwriting fees, insurance, and other issuance costs) plus
a net discount of $75,874, and an additional $145,000 of debt service monies were used
to purchase U.S. government securities and were deposited in an irrevocable trust with
an escrow agent to provide for ail future debt service payments on the original bonds.
As a result, the bonds are considered to be defeased and the liability for the bonds has
been removed from the School District’s long-term obligations. The advance refund

reduced total debt service payments by $502,277, which represents an economic gain of
$422,080.
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Note 9 -~ Restricted Assets

The balances of the restricted asset accounts are as follows:

Governmental

Activities

Unspent bond proceeds and related interest $ 875,021

Note 10 - Risk Management

The Schoot District is exposed to various risks of loss related to property loss, torts,
errors and omissions, and employee injuries (workers' compensation), as well as medical
benefits provided to employees. The School District has purchased commercial
insurance for property loss, torts, errors and omissions, and medical claims and
participates in the SEG Self-Insurers Waorkers' Disability Compensation Fund (risk pool)
for claims relating to workers' compensation. Settied claims relating to the commercial
insurance have not exceeded the amount of insurance coverage in any of the past three
fiscal years.

The shared-risk pool program in which the School District participates operates as a
common risk-sharing management program for school! districts in Michigan, member
premiums are used to purchase commercial excess insurance coverage and to pay
member claims in excess of deductible amounts.

Note || - Defined Benefit Pension Plan and Postemployment Benefits

Plan Description - The School District participates in the Michigan Public School
Employees' Retirement System (MPSERS), a statewide, cost-sharing, multiple-employer
defined benefit public employee retirement system governed by the State of Michigan
that covers substantially all employees of the School District. The MPSERS provides
retirement, survivor, and disability benefits to plan members and their beneficiaries. The
Michigan Public School Employees' Retirement System issues a publicly available financial
report that includes financial statements and required supplementary information for the
MPSERS. That report may be obtained by writing to the MPSERS at P.O. Box 30171,
| ansing, M 48909-7671.

Funding Policy - Employer contributions to the MPSERS result from the implementing
effects of the School Finance Reform Act. Under these procedures, each school district
is required to contribute the full actuarial funding contribution amount to fund pension
benefits, plus an additional amount to fund retiree health care benefit amounts on a cash
disbursement basis.
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Note I | - Defined Benefit Pension Plan and Postemployment Benefits
(Continued)

The pension benefit rate totals 14.87 percent for the period from July |, 2005 through
September 30, 2005 and |6.34 percent for the period from October 1, 2005 through
June 30, 2006 of the covered payroll to the plan. Basic plan members make no
contributions, but member investment plan members contribute at rates ranging from
3.0 percent to 4.3 percent of gross wages. The School District's contributions to the
MPSERS plan for the years ended June 30, 2006, 2005, and 2004 were $1,100,889,
$950,796, and $845,421, respectively.

Postemployment Benefits - Under the MPSERS Act, all retirees participating in the
MPSERS pension plan have the option of continuing heaith, dental, and vision coverages.
Retirees having these coverages contribute an amount equivalent to the monthly cost.
for Part B Medicare and 10 percent of the monthly premium amount for the health,
dental, and vision coverages. Required contributions for postemployment health care
benefits are included as part of the School District's total contribution to the MPSERS
plan discussed above.

HNote 12 - State Aid Anticipation Note

On August 19, 2005, Manchester Community Schools borrowed ${,337,000 in a state

aid anticipation note. The note bears interest at 2.92 percent and was paid on
August 18, 2006.

Note 13 - Subsequent Events

On August |8, 2006, the School District borrowed $1,309,000 at 3.68 percent annual
interest on a state aid anticipation note. The note, plus interest, is due August 20, 2007.
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~Required Supplemental Information
Budgetary Comparison Schedule - General Fund
Year Ended June 30, 2006

Original Final
Budget Budget Actual
Revenue
Local sources $ 2330093 $ 2403867 $ 2,43599I
State sources B,627.933 8,663,853 8,812,298
Federal sources 368,419 465,720 289,012
Total revenue | §,326,445 11,533,440 14,537,301
Expenditures
Current:
Instruction:
Basic programs 5,087,827 5,202,691 5,077,558
Added needs - 562,409 634,115 646,249
Adult and continuing education - - 80,706
Support services:
Pupil 1,479,317 1,389,374 i,398,674
Instructional staff 305,932 354,546 325,032
General administration 456,355 566,099 397,197
School administration 521,599 513,468 522,789
Business services 231,249 219,187 219,537
Operation and maintenance 1,443,531 i,481,457 1,355,583
Pupil transportation services 811,806 944,690 669,089
Community services 202,166 257,142 329,507
COther 130,648 130,724 120,481
Capital outlay - 6,200 175,188
Intergovernmental transfers 176,542 173,542 147,655
Total expenditures 11,409,381 11,873,235 I 1,465,245
Other Financing Uses - Transfers out (264,525) (240,566) (230,977)
Net Change in Fund Balance (347,461) (580,361} (158,921)
Fund Balance - July |, 2005 1,280,200 {,320,887 1,832,474
Fund Balance - june 30, 2006 $ 932,739 $ 740,526 $ 1,673,553
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Other Supplemeiital Information
Combining Balance Sheet
Nonmajor Governmental Funds
june 30, 2006

Capital
Special Revenue Funds Debt Service Funds Proects Fund
2000
Building Capital .
Athletics  Food Services 2000 Debt 2005 Debt Durant and Site  Improvement Total
Assets
Cash and investments § 99,149 § 166,935 $ 22652 % 97070 § - 8 - § 217295 § 603,100
Receivables - 29,825 2,132 95 - - - 32,052
Due from other funds 16,661 - - . 13,632 995 w 41,288
Prepaid items and inventories - 8,124 - - - - - 8,124
Total assets $ 115810 $ 204,884 §$ 24,784 § 97,165 § 23,632 § 995 § 217,295 § 684,565
Liabilities and Fund Balances
Liabilities
Accrued payroll and other liabifiies  $ - 8 494§ - % - 8 - % - 8 - 3 494
Due to other funds - 199,220 198 - - - - 199,418
Total liabilities - 199,714 i98 - - - - 199,912
Fund Balances
Reserved:
Prepaid items and inventories - 8,124 - - - - - 8,124
Reserved for capital projects - - - - - 995 2i7,295 218,290
Reserved for debt service - - 24,586 97,165 23,632 - - 145,383
Undesignated, reported in
$pecial Revenue Funds 115810 (2,954) - - - - - 112,856
Total fund bafances 115810 5170 24,586 97,165 23,632 995 217,295 484,653

Total liabilities
and fund balances $ 115810 $ 204,884 % 24,784 $ 97,165 § 23,632 $ 995 $ 207,295 $ 684,565
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Manchester Community Schools

| ter Spntal Iioi

Schedule of Bonded Indebtedness
Year Ended june 30, 2006

2000 Bonds 2001 Bonds Durant Bonds 2005 Refunding 2006 Refunding
June 30 Principal Principal Principal Principal Principai
2007 $ 275,000 $ 1,055,000 $ 11,980 % 30,000 $ -
2008 275,000 {120,000 55,233 35,000 -
2009 275,000 i, 180,000 13,152 35,000 -
2010 - 1,505,000 13,777 35,000 -
201} - 1,560,000 14,434 35,000 -
2012 - 1,350,000 {5,120 40,000 -
2013 - 270,000 15,840 i,160,000 -
2014 - 270,000 - 1,210,000 -
2015 - - - 1,230,000 -
2016 - - - 1,240,000 -
2017 - - - 1,250,000 -
2018 - - - 1,260,000 -
2019 - {,300,000 - - -
2020 - 1,325,000 - - 45,000
2021 - 1,350,000 - - 75,000
2022 - - - - £,450,000
2023 - - - - 1,475,000
2024 - - - - §,500,000
2025 - - - - 1,500,000
2026 - - - - {,500,000
2027 - {,500,000 “ - -
2028 - 1,500,000 - - -
2029 - [,500,000 - - -
2030 - 1,525,000 - - -
2031 - 1,525,000 - - -
$ 825,000 $ 19,835,000 $% 139,53¢ $ 7,560,000 $ 7,545,000
Principal payments due May | May | May 5 May | May |
May 1 and May | and May I and May | and
Interest payments due MNovember } November | May [5 November | November |
interest rate 4.60% to 4.75% 3.50% to 5.50% 4.76% 3.0% 10 5.0% 4.0%to4.125%
Original issue $ 2,900,000 $ 37,865,000 § 236,316 $ 7,590,000 § 7,545,000
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Report on Internal Control Over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

To the Board of Education
Manchester Community Schools

We have audited the financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of Manchester Community Schools as of and for the
year ended June 30, 2006, which collectively comprise Manchester Community Schools’ basic
financial statements, and have issued our report thereon dated September 29, 2006. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

in planning and performing our audit, we considered Manchester Community Schools’ internal
control over financial reporting in order to determine our auditing procedures for the purpose
of expressing our opinion on the financial statements and not to provide an opinion on the
internal contro! over financial reporting. However, we noted certain matters involving the
internal control over financial reporting and its operation that we consider to be reportable
conditions. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over financial reporting that, in our
judgment, could adversely affect Manchester Community School’s ability to record, process,
summarize, and report financial data consistent with the assertions of management in the
financial statements. We considered the lack of segregation of duties relating to bank
reconciliations, cash receipts, and cash disbursements systems to be a reportable condition. The
School District has only one person handling all of these responsibilities. In addition, we
considered the lack of timeliness of the bank reconciliations to be a reportable condition.

A material weakness is a reportable condition in which the design or operation of one or more
of the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Our consideration of
the internal control over financial reporting would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses. However, we believe none of
the reportable conditions described above is a material weakness.

4\



To the Board of Education
Manchester Community Schools

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Manchester Community Schools’
financial statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

This report is intended solely for the information and use of the Board of Education and
management and is not intended to be and should not be used by anyone other than these

specified parties.
‘4@@5, ¢ M, pLee

September 29, 2006
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Manchester Community Schools

Ronald EHison, President
Marlene Wagner, Vice-President
Vicki Miller, Secretary
Lyndon Uphaus, Treasurer

Polly Jo Deacons, Trustee

Board of Education Office

Dr. David N. Oegema, Superintendent

410 City Rd., Manchester, MI 48158

PH: 734-428-9711 FAX: 734-428-9188

September 29, 2006

Plante & Moran, PLLC
1111 Michigan Ave
East Lansing, Ml 48823

Auditors;

We are providing this letter in connection with your audit of the basic financial statements of
Manchester Community Schools for the year ended June 30, 2006 for the purpose of expressing
opinions as to whether the financial statements that collectively comprise the school district's basic
financial statements present fairly, in all material respects, the financial position, resuits of operations,
and proprietary fund cash flows of Manchester Community Schools in conformity with generally
accepted accounting principles. We confirm that we are responsible for the fair presentation in the
basic financial statements of financial position, results of operations, and proprietary fund cash flows
in conformity with generally accepted accounting principles.

Certain representations in this letter are described as being limited to matters that are material. ltems
are considered material, regardiess of size, if they involve an omission or misstatement of accounting
information that, in light of surrounding circumstances, makes it probable that the judgment of a
reasonable person relying on the information would be changed or influenced by the omission or
misstatement.

We confirm, fo the best of our knowledge and belief, as of September 29, 2006 the following
representations made fo you during your audit:

1. We affirm that Management:

3. Is responsible for compliance with the laws, regulations, and provisions of contracts and
grant agreements applicable to the District.

b. Is responsible for establishing and maintaining effective internal control over financial
reporting.

ol Is responsible for the design and implantation of programs and controls to prevent and
detect fraud.

d. Has identified and disclosed to the auditor all laws, reguiations, and provisions of contracts
and grant agreements that have a direct and material effect on the determination of
financial statement amounts or other financial data significant fo the audit objectives.

e. Has taken timely and appropriate steps to remedy fraud, illegal acts, violations of
provisions of contracts or grant agreements, or abuse that the auditor reports, if any.

Has a process 1o track the status of audit findings and recommendations.

f
g. Has provided views on the auditors’ reported findings, conclusions, and recommendations,
as well as management’s planned corrective actions, for the report.

Manchester Community Schools are Aceredited by the North Central Association of Colleges and Scheols



In preparing the financial statements we affirm:

a. The accounts of the School District are maintained in accordance with accounting policies
prescribed by the State of Michigan, Department of Education “Financial Accounting for
Michigan School Districts” (Bulletin 1022 revised).

b. Al funds that meet the quantitative criteria in GASB #34 for presentation as major are
identified and presented as such. Any other funds presented as major are particularly
important to financial statement users.

C. Net asset components (invested in capital assets, net of related debt restricted or
unrestricted) and fund balance reserves and designations are properly classified and,
when required, approved.

d. Expenses have been appropriately classified in or allocated to functions and programs in
the statement of activities with allocations made on a reasonable hasis.

e. Revenues are approptiately classified in the statement of activities as program revenues,
general revenues, contributions to term or permanent endowments or contributions to
permanent fund principal.

f, Inter-fund, internal and intra-entity activity and balances have been appropriately classified
and reported.

Special and extraordinary items, if any, are appropriately classified and reported.

h. Deposits and investment securities are properly classified in category of custodial credit
risk.

i, Capital assets are properly capitalized, reported, and depreciated. The schoo! district
does not have material infrastructure assets (except for)

J. Required supplemental information (RS} is presented and measured within prescribed
guidelines.

k. That we have received assistance from you, the auditors, in the drafting of the basic
financial statements and we acknowledge that we have reviewed, approved, and take
responsibility for the form and content of those financial statements.

We are unaware of any violation of generally accepted accounting principles in the district's
accounting principles and the practices and methods followed in applying them.

There have been no changes during the year in the district's accounting principles and practices
or in the methods of applying them (except for those related to the adoption of the new reporting
model required by GASB #34).

There are no material transactions that have not been properly recorded in the accounting
records underlying the financial statements.

We believe that the effects of the uncorrected financial statement misstatements summarized in
the accompanying schedule are immaterial, both individually and in the aggregate, to the
financial statements for each opinion unit.

We have made available to you all:
a. Financial records and related data.

b. Minutes of meetings held to the date of this letter of the Board of Education or summaries
of actions of recent meetings for which minutes have not yet been prepared.

We have no knowledge of any fraud or suspected fraud affecting the District involving:

Manchester Community Schools are Accredited by the North Central Association of Colleges and Schools



a,
b,
c.

Management
Employees who have significant roles in internal control.
Others where the fraud could have a material effect on the financial statements.

We have no knowledge of any allegations of fraud or suspected fraud affecting the Company

received in communications from employees, former employees, regulators, or others.

10.  We have no plans or intentions that may materially affect the carrying value or classification of
assets and liabilities.

11. There have been no communications from regulatory agencies concerning noncompliance with
or deficiencies in financial reporting practices,

12. There are no:

Related party transactions and related amounts receivable or payable including; sales,
purchases, loans, transfers, leasing agreements and guarantees, including the provision of
products or services without charge.,

Arrangements with financial institutions invoiving compensating balances or other
arrangements involving restrictions on cash balances.

Lines-of-credit or similar arrangements,
Agreements to repurchase assets previously sold.

Violations (or possible violations) of laws, regulations, and provisions of contracts and
grant agreements whose effects should be considered for disclosure in the financial
statements, as a basis for recording a loss contingency, or for auditor reporting on
noncompliance.

Circumstances that we are aware of that make it reasonably possible that the District
would be named a responsible party in the remediation of environmental contamination.

Other material liabifities or loss contingencies for which the risk that the District will suffer a
loss is more than remote.

Component units required to be included in the financial statements,

Joint ventures with an equity interest or other joint ventures required to be included in the
financial statements.

13, We are notf aware of any unasserted claims or assessments that should be accrued or disclosed
in the financial statements. There are no unasserted claims or assessments that our lawyer has
advised us are probable of assertion and must be disclosed in accordance with Statement of
Financiai Accounting Standards No. 5,

4. Adequate provision has been made to cover possible losses that may result from:

®© o o o @

f

The collection of receivables

Potential property tax rebates

Significant excess or obsolete inventories
Significant purchase or sales commitments
Permanent declines in the value of investmenis
Impairments of long-lived assets

15, The District has satisfactory title to all owned assets, including general fixed assets, which were

Manchester Community Schools are Accredited by the North Central Association of Colleges and Schools



recorded as such on the books as of that date and there are no liens or encumbrances on such
assets nor has any asset been pledged.

16, All significant contracts and contracts not in the normal course of business entered into by the
district have been presented to you for your evaluation.

17.  We have no deferred compensation plans.

18. We have complied with ali aspects of contractual agreements that would have a material effect
on the financial statements in the event of noncompliance.

19, Expenditures incurred for all federal programs totaled less than $500,000 for the fiscal year
under audit.

20. The investment risk categorization of investments held during the year was similar to those held
at the end of the fiscal year and those investments comply with State of Michigan law.

21, All borrowings are in accordance with State of Michigan requirements.

22. The ISD audited pupil counts for the District for the February and September 2005, counts are
1277.62 and 1339.48 respectively and have been reported to the State of Michigan Department
of Education (MDE) as required. These counts are accurate and determined in accordance with
applicable laws, regulations, and MDE policy.

23. The School District has transferred certain risks to third-party insurance carriers and shared-risk
insurance pools and the financial statements reflect assessments or other labilities, if any,
related to these transactions. The School District also retains the risk for certain insurance
liabilities and any liabilities related to such risks are properly reflected in the financial statements.

24, We have followed applicable laws and regulations in adopting, approving and amending district
budgets. All budgets formally adopted by the Board of Education for all funds are summarized
as follows:

Fund Revenue Expenses Fund Balance

General 11,533,438 12,113,801 1,252,113

Debt Service 3,435,119 2,787,583 804,927

Special Revenue 464,946 437,450 174,931

Capital Projects 186,530 845,176 886,491

25. There are no interim financial statements available as of a date subsequent to the date of the

statements you are auditing.

To the best of our knowledge and belief, no events have occurred subsequent to the balance sheet
date and through the date of this letter that would require adjustment to, or disciosure in, the
aforementioned basic financial statements.

N B

Dr. Da\nd Oegema, Superintendent

Lirohecld)

ElzzabeﬂHngfgeid Finance Dirgé(or
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Plante & Moran, PLLC

plante 1111 Michigan Ave.
M East Lansing, Mi 48823
Tal: 517.332.6200

moran Fax: 617.8332.8502

plantemoran.com

To the Board of Education
Manchester Community Schools

In planning and performing our audit of the financial statements of Manchester Community Schools
for the year ended june 30, 2006, we considered the School District's internal control structure in
order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements. The consideration we gave to the internal control structure was not sufficient
for us to provide any form of assurance on it. However, we noted certain matters involving the
internal controf structure and its operation that we consider to be reportable conditions under
standards established by the American Institute of Certified Public Accountants. Reportable
conditions are significant deficiencies in the design or operation of the internal structure that have
come to our attention and, in our judgment, could adversely affect the School District's ability to
record, process, summarize, and report financial data consistent with management's assertions
inherent in the financial statements.

This report contains items considered to be reportable conditions, as defined above, as well as
recommendations we feel, if implemented, willimprove the internal controls and efficiency of your
organization. All items are presented for your consideration on attachments as outlined below:

Title Page
Reportable Conditions
Segregation of Duties 3
Bank Reconciliations 3

Recommendations & Informational Comments

“Fund Balance _ 4

" State Aid Issues 4
Federal Program Expenditure Documentation 4-5
Double Employee Deferral Opportunities 5
403(b) Annuity Plans 6
SAS 112 _ 6-7
SAS 104 -t 7
Government Auditing Standards Exposure Draft (2006 Revision) 7
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To the Board of Education
Manchester Community Scheools

We are grateful for the opportunity to be of service to your School District. The cooperation
extended to us by the School District throughout the audit was greatly appreciated. Should you have
any questions regarding the comments in this report, please do not hesitate to call.

September 29, 2006

plante
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Manchester Community Schools
Reportable Conditions

Segregation of Duties

A significant element of internal control is segregation of duties between individuals authorized to
approve and execute transactions and those who record the transactions. At the School District, one
individual has the responsibility to prepare bank reconciliations, process cash wire transfers, prepare
bank deposits, take deposits to the bank, and record journal entries in the general ledger.

Proper segregation of duties in the cash disbursements and receipts processes would require a separate
person to handle issuing checks, cash receipts, wire transfers, bank reconciliations, and reviewing
reconciliations.

We recommend that these abilities be separated in order to facilitate adequate segregation of duties and
to limit the opportunity to commit fraud.

Banic Reconciliations

Another significant element of internal control is timely completion of bank reconciliations. Completion
of monthly bank reconciliations is necessary in order to identify and prevent errors and the potential for
fraudulent activities. We recommend that reconciliations be completed by the end of the following
month by someone independent of the reconciliations and independent of the recording of cash, review
for accuracy, completeness, and timeliness. Although the bank reconciliations were not completed
timely throughout the year, they were compieted by the end of July 2006. We understand, subsequent
to july, these reconciliations have been completed timely.

Additionally, we noted that maintaining one bank account for the Athletics and Food Service Funds is
confusing for accounting staff involved in reconciling these accounts. We recommend opening separate
bank accounts for each of these funds, thus keeping the accounting and reconciliation processes for
these funds completely independent of each other.



Manchester Community Schools
Recommendations & Informational Comments

Fund Balance

We feel that it is important for the District to maintain an appropriate level of fund equity. We believe
that the benefit of the District maintaining an appropriate amount of fund equity allows the District the
ability to maintain its current level of programs, while being able to meet unforeseen circumstances, such
as the implementation of State Aid proration and the uncertainties with funding provided by the State.
This becomes especially important due to the funding caps imposed by school finance reform, increasing
retirement and other costs, and cash flow needs due to the elongation of state aid payments, as well as
concerns over the financial health of the School Aid Fund.

During the 2005-2006 school year, the District's General Fund expenditures exceeded revenues by
approximately $159,000. This resuited in decreasing the General Fund equity to approximatefy
$1,674,000 at June 30, 2006. Fund balance goals are often stated in terms of a percentage of total
expenditures. As a point of reference, the statewide average for school districts at June 30, 2005
(excluding Detroit) is approximately 14.32 percent of expenditures. The School District’s unreserved,
undesignated fund equity percentage is | 2.6 percent and equals approximately |.5 months of operation.
Clearly, as the District moves through 2006-2007, it will face unprecedented challenges in this area given
the funding plan put in place by the State coupled with increasing fringe benefit costs.

State Aid issues

Some highlights for FYE 2007 are as follows:

¢ Foundation Allowance: The bill provides for a $210 increase in the base foundation allowance.

s New Categorical: Middle School Math - $54 per pupil for 6th, 7th, and 8th graders in 2006-2007,
with performance requirements for receiving the funds in future years

¢ Retirement Rate: The MPSERS retirement rate is 17.74 percent for 2007.

o New Budgeting Requirement: A new section has been added to the State Aid Act, Section 18(2)
that states that within 30 days of adopting the annual budget, and any time the budget is revised,
the district shall make it available on its website in a form and manner prescribed by the
Department.

As always, final funding remains tentative, and there remains the continuing possibility of prorations if the
School Aid Fund revenue should fall short of projections.

Federal Program Expenditure Documentation
During 2006, the Michigan Department of Education issued a clarification as to the types of

documentation necessary to support payroll charges to federal programs. While this discussion is not
comprehensive, it is intended to highlight the key elements of the clarified requirements.



Manchester Community Schools
Recommendations & Informational Comments

Federal Program Expenditure Documentation (Continued)

For an employee who works solely on a single federal program, required documentation includes:

» A ‘“certification” that the employee worked solely on a particular federal program for the period
covered by the certification

¢ The certification must be prepared at least semi-annually and signed by the employee or a
supervisory official having first-hand knowledge of the work performed by the employee

For an employee who is partly funded a federal program but works in a “single cost objective” (that s,
they perform the same function the entire day but are not 100 percent federally funded), the
certification requirements above apply.

For districts that have a “schoolwide” building as defined by the Title | regulations, employees charged
to federal grants within that building can use the certification requirements to support the time charged
to the federal grant.

If an employee works on more than one federal award or part of their time is spent in nonfederal award
areas (and the services are not considered a single cost objective), required documentation includes:

¢ Personnel activity reports or equivalent documentation reflecting the actual activity of the
employee

s Documentation must include the total activity for which the employee is compensated.

* The report must be signed by the employee.

¢ If lesson plans are used they must be updated to show what was actually done that day and be
signed by the teacher.

While these are not new requirements, the documentation requirements can be very confusing. The
District should review their documentation procedures and compared the procedures to the State
issued clarifications to ensure procedures are sufficient to comply with federal requirements.

EMPLOYEE BENEFITS
Double Employee Deferral Opportunities

District employees can now set aside at least $30,000 tax-deferred using a paired 403(b) and 457 plan
approach. Most employees will now have to decide how much they WANT to contribute rather than
how much the law PERMITS them to contribute; few will actually contribute the generous new
“maximum” but many might contribute much more than in the past.

While the tax law changes have simplified administration, the District should evaluate plan design options,
funding aiternatives, and employee eligibility.



Manchester Community Schools
__Recommendations & Informational Comments

403(b) Annuity Plans

Comprehensive proposed IRS regulations were released late in 2004, with final regulations expected in
late 2006, which would require employers to take more responsibility in the operation and compliance
of their 403(b) arrangements, including operating the plans under a written document.

Effective in 2006, 403(b) arrangements can include a Roth contribution feature. Roth contributions are
after-tax contributions that provide for tax-free withdrawals of contributions and earnings if certain
requirements are met. The IRS has not yet issued Roth 403(b) guidance, but once issued, it is likely that
vendors will be proactive in using this feature to initiate a 403(b) marketing effort.

Upcoming Auditing Pronouncements

Statement on Auditing Standards 112

Communication of Internal Control Related Matters Noted in an Audit: During May 2006, the American
Institute of Certified Public Accountants (AICPA) Audit Standards Board issued a new Statement on
Auditing Standards (SAS), which superseded SAS 60. The effective date is for audits of financial
statements for periods ending on or after December 31, 2006 (fiscal year ending june 30, 2007 for
school districts).

This standard establishes requirements and provides guidance to enhance the auditor’s communication
responsibility to the audit committee, if one exists, or the Board of Education concerning significant
deficiencies and material weaknesses in internal control noted in a financial statement audit. The
standard defines internal control deficiency, significant deficiency (this term replaces and therefore
eliminates the term “reportable condition”), and material weakness. Internal control deficiencies that
constitute significant deficiencies and material weaknesses will be reported to the audit committee or the
Board of Education in writing and will be made no later than 60 days following the release date of the
auditor’s report on the financial statements.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or report
financial data reliably in accordance with accounting principles generally accepted in the United States of
America such that there is more than a remote likelihood that a misstatement of the entity’s financial
statements that is more than inconsequential will not be prevented or detected by the entity’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.



Manchester Community Schools
__Recommendations & Informational Comments

Upcoming Auditing Pronouncements (Continued)

Statement on Auditing Standards |12 (Continued)

The substantive implication of this new standard is that it is likely that auditors will be required to
officially report on more internal control-related items than in the past. This is because the new audit
standard lowers the threshold that is used to determine if a control deficiency must be officially
reported.

Statements on Auditing Standards 104 to 111

The Risk Assessment Standards: The AICPA issued Statements on Auditing Standards (SAS 104 - SAS
1 11) that will substantially affect the auditing process. The effective date for school district audits will be
for the audit of the financial statements for the year ending June 30, 2008, The ramifications for the audit
process are substantial. At this point, the specific impact of these standards on our school district
auditing process is being evaluated and we will continue to keep you apprised of the status.

Government Auditing Standards Exposure Draft (2006 Revision)

The Government Accountability Office (GAO) is finalizing its revisions to Government Auditing Standards
(the Yellow Book). These revisions will be issued before the end of 2006. All school districts in Michigan
are required to be audited under the Yellow Book requiremerits in addition to the audit standards issued
by the Auditing Standards Board. These Yellow Book changes will be effective for the June 30, 2007
school district audits. The planned changes are substantive and will impact audit approach, audit
documentation, and audit reporting. Some likely impacts of the changes include:

« Likely increased number of findings reported in the single audit report due to a lowered
threshold of what must be reported

» Incorporation of audit documentation requirements

« Increased evaluation of compliance with auditor independence requirements

o Increased expectation of governments to maintain and prepare their financial information for
audit

Once the changes are final, we will provide the District with specific information on how the changes will
affect the audit process.



